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NOTE
This statement of position presents the recommendations of the AICPA
Stockbrokerage and Investment Banking Committee regarding the application of generally accepted auditing standards to reports on the internal
control structure in audits of brokers and dealers in securities. It represents
the considered opinion of the committee on the best auditing practice in
the industry and has been reviewed by members of the AICPA Auditing
Standards Board for consistency with existing auditing standards. AICPA
members may have to justify departures from the recommendations in this
statement if their work is challenged.
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Reports on the Internal
Control Structure in Audits of
Brokers and Dealers in Securities
Introduction
1. In 1985, the audit and accounting guide Audits of Brokers and
Dealers in Securities was issued. Exhibit I of the appendix to that
guide illustrates a report on internal accounting control required by
Rule 17a-5 of the Securities and Exchange Commission (SEC). That
illustrative report includes —
a.

A report on internal control based solely on a study and evaluation conducted as part of an audit, based on the guidance in paragraphs 47 through 53 of Statement on Auditing Standards (SAS)
No. 30, Reporting on Internal Accounting Control, and

b.

A report on practices and procedures specified in SEC Rule
17a-5(g)(1), based on the guidance in paragraphs 54 through 59 of
SAS No. 30.

2. In April 1988, the AICPA's Auditing Standards Board issued
SAS No. 60, Communication of Internal Control Structure Belated
Matters Noted in an Audit, which supersedes paragraphs 47 through
53 of SAS No. 30. Paragraphs 54 through 59 of SAS No. 30 remain in
effect. This statement of position amends Audits of Brokers and
Dealers in Securities in response to the changes required by SAS No.
60; the guidance in paragraph 3 of this statement supersedes exhibit
I of the guide's appendix.1 Also, paragraph 4 of this statement supersedes exhibit J of the guide's appendix. It should be noted that the
revised report on internal control presented in paragraph 3 does not
change the independent auditor's responsibilities to detect or report
material inadequacies as described in SEC Rule 17a-5(g).

1 The

Committee is in the process of revising exhibit K of the guide with respect to Independent Auditor's Report on Internal Accounting Control Required by Regulation 1.16 of the
Commodity Futures Trading Commission.
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Reports on Internal Control Required by SEC Rule 17a-5
3. The following is an illustration of the independent auditor's
report on the internal control structure required by SEC Rule 17a-5:
Board of Directors
Standard Stockbrokerage Co., Inc.
In planning and performing our audit of the consolidated financial
statements of Standard Stockbrokerage Co., Inc. for the year ended
December 31, 19X1, we considered its internal control structure,
including procedures for safeguarding securities, in order to determine our auditing procedures for the purpose of expressing our opinion on the consolidated financial statements and not to provide
assurance on the internal control structure.
Also, as required by rule 17a-5(g)(1) of the Securities and Exchange
Commission, we have made a study of the practices and procedures
(including tests of compliance with such practices and procedures)
followed by Standard Stockbrokerage Co., Inc. that we considered
relevant to the objectives stated in rule 17a-5(g), (1) in making the periodic computations of aggregate indebtedness (or aggregate debits)
and net capital under rule 17a-3(a)(11) and the reserve required by rule
15c3-3(e); (2) in making the quarterly securities examinations, counts,
verifications and comparisons, and the recordation of differences
required by rule 17a-13; (3) in complying with the requirements for
prompt payment for securities under section 8 of Regulation T of the
Board of Governors of the Federal Reserve System; and (4) in obtaining and maintaining physical possession or control of all fully paid and
excess margin securities of customers as required by rule 15c3-3.
The management of the Company is responsible for establishing and
maintaining an internal control structure and the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and judgments by management are required to assess
the expected benefits and related costs of internal control structure
policies and procedures and of the practices and procedures referred
to in the preceding paragraph and to assess whether those practices
and procedures can be expected to achieve the Commissions abovementioned objectives. Two of the objectives of an internal control
structure and the practices and procedures are to provide management
with reasonable, but not absolute, assurance that assets for which the
Company has responsibility are safeguarded against loss from
unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and recorded properly to
permit preparation offinancialstatements in conformity with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of
the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in any internal control structure or the
practices and procedures referred to above, errors or irregularities
may occur and not be detected. Also, projection of any evaluation of
them to future periods is subject to the risk that they may become
inadequate because of changes in conditions or that the effectiveness
of their design and operation may deteriorate.
Our consideration of the internal control structure would not necessarily disclose all matters in the internal control structure that might
be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a
condition in which the design or operation of the specific internal control structure elements does not reduce to a relatively low level the
risk that errors or irregularities in amounts that would be material in
relation to the financial statements being audited may occur and not
be detected within a timely period by employees in the normal course
of performing their assigned functions. However, we noted no matters
involving the internal control structure, including procedures for
safeguarding securities, that we consider to be material weaknesses as
defined above.2
We understand that practices and procedures that accomplish the
objectives referred to in the second paragraph of this report are considered by the Commission to be adequate for its purposes in accordance with the Securities Exchange Act of 1934 and related
regulations, and that practices and procedures that do not accomplish
such objectives in all material respects indicate a material inadequacy
for such purposes. Based on this understanding and on our study, we
believe that the Company's practices and procedures were adequate
at December 31, 19X1, to meet the Commissions objectives.3

2 If

conditions believed to be material weaknesses are disclosed, the report should describe
the weaknesses that have come to the auditor's attention and may state that these weaknesses
do not affect the report on the financial statements. The last sentence of the fifth paragraph
of the report should be modified as follows:
However, we noted the following matters involving the [control environment, accounting
system, control procedures, or procedures for safeguarding securities] and its [their] operation that we consider to be material weaknesses as defined above. These conditions were
considered in determining the nature, timing, and extent of the procedures to be performed in our audit of the consolidated financial statements of Standard Stockbrokerage
Co., Inc. for the year ended December 31, 19X1, and this report does not affect our report
thereon dated February 15, 19X2. [A description of the material weaknesses that have
come to the auditor's attention and corrective action would follow.]

3

Whenever inadequacies are described, the report should include the last sentence of the
fifth paragraph as modified in the note above. The report should also describe material inadequacies that the auditor becomes aware of that existed during the period but were corrected
prior to the end of the period unless management already has reported them to the SEC.
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This report is intended solely for the use of management, the Securities
and Exchange Commission, the New York Stock Exchange and other
regulatory agencies which rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 and should not be used for any other purpose.
Accounting Firm
New York, New York
February 15, 19X2
4. The following report is appropriate when the broker or dealer has
not made the required notification or when the auditor does not agree
with the statements therein. Modification of this letter may be required
based on the facts and circumstances of the particular situation:
December 10, 19X1
Securities and Exchange Commission
Washington D.C. and Appropriate
Regional Office
Designated Examining Authority
Dear Sirs:
Our most recent audit of the consolidated financial statements of
Standard Stockbrokerage Co., Inc. and Subsidiaries was as of December
31, 19X0, and for the year then ended, which we reported on under
date of February 15, 19X1. We have not audited anyfinancialstatements
of the Company as of any date or for any period subsequent to December
31, 19X0. Although we are presently performing certain procedures as
part of our audit of the consolidatedfinancialstatements of the Company as of December 31, 19X1, and for the year then ended, these
procedures do not constitute all the procedures necessary in an audit
conducted in accordance with generally accepted auditing standards
or all the procedures necessary to (1) consider the Company's internal
control structure as required by generally accepted auditing standards
or (2) study the Company's practices and procedures relevant to the
objectives stated in rule 17a-5(g) of the Securities and Exchange Commission as required by rule 17a-5.
The management of Standard Stockbrokerage Co., Inc. is responsible
for establishing and maintaining an internal control structure. In fulfilling this responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of internal
control structure policies and procedures. The objectives of an internal control structure are to provide management with reasonable, but
not absolute, assurance that assets are safeguarded against loss from
unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and recorded properly
to permit the preparation offinancialstatements in accordance with
generally accepted accounting principles.
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Because of inherent limitations in any internal control structure,
errors or irregularities may nevertheless occur and not be detected.
Also, projection of any evaluation of the internal control structure to
future periods is subject to the risk that procedures may become
inadequate because of changes in conditions or that the effectiveness
of the design and operation of policies and procedures may deteriorate.
The purpose of performing certain procedures prior to the date of the
financial statements is to facilitate the expression of an opinion on the
Company'sfinancialstatements. It must be understood that the procedures performed would not necessarily disclose all material weaknesses in the internal control structure, including procedures for
safeguarding securities.
However, pursuant to the requirements of rule 17a-5(h)(2), we are to
call to the attention of the chieffinancialofficer any weaknesses that
we believe to be material and that were disclosed during the course of
interim work. We have made such notification to the chief financial
officer of Standard Stockbrokerage Co., Inc. and we believe the following additional information is required pursuant to the requirements of
rule 17a-11(f).
[List and describe all instances where the independent auditor did not
agree with the notification of the broker or dealer or where the required
notification was not made.]
New York, New York

Accounting Firm

Effective Date
5. This statement is effective for audits of financial statements for
periods beginning on or after January 1, 1989, with early application
permissible.
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